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1．Introduction
Islamic financial service industry, which performs financial activities managed under 
Islamic law or sharia, has been growing in size and number around the world. It has been 
getting broader in terms of coverage of both institutions and products (International 
Organization of Securities Organization (IOSCO), 2004). It used to cover only Islamic banks 
in the 1970s while in the 2000s it has also embraced Islamic insurance companies or takaful, 
investment companies, investment banks, asset management companies, e-commerce, and 
also brokers; it comprises a broader range of Islamic financial products as well. Islamic 
Financial Institutions (IFIs) are found not only in Middle Eastern countries, but also in Asia 
Pacific, American, and European countries. 
Although IFIs have now become an important par t of the international financial 
services landscape, the dif ferences between Islamic principles and generally accepted 
principles in accounting have made Islamic accounting dif ficult to harmonize with 
International Financial Reporting Standards (IFRS) or conventional accounting. The Asian-
Oceanian Standard-Setter Group (AOSSG) in 2010 listed some issues with applying IFRS to 
Islamic financial transaction, which included profit-sharing contracts; how shirkah or joint 
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partnership funds should be classified in the statement of financial position, since these 
funds partly share the characteristics of equity and partly those of liabilities (Karim, 2001; 
IOSCO, 2004).
Another issue of element classification is a less discussed issue which can be found in 
zakat, an obligation for ever y Muslim to aside a specific por tion of one’s wealth and 
delivering it to the needy. It also influences the business practices in which corporations are 
also required to perform zakat when they have met the requirements. Adnan and Abu Bakar 
(2009) argue that current treatment of corporate zakat, which classify zakat as an expense, 
does not reflect either the true purpose of satisfying zakat or the nature of zakat itself.
Those problems are possibly related to the perplexity of those from whose point o f 
view the company should be seen or those from whom the focus of financial statements 
should be placed on. In the history of accounting theory, the discussion of the accounting 
point of view, which is referred to as equity theories, addressed some connections to this 
problem. Those discussions comprise arguments about the classification of elements and 
basic accounting equation (Paton, 1922; Anthony, 1984). 
Based on previously mentioned issues, the following research questions have been 
developed. First, to what extent has Islamic accounting literature provided discussions 
about equity theories? And second, is there any useful direction or argumentation to find a 
solution for element classification issues?
This research aims at developing a stronger basis to formulate comprehensive Islamic 
accounting theory, including a more consistent use of accounting point of view, in order to 
construct Islamic accounting frameworks and standards and to be more competent to 
encounter conventional financial institutions in global financial market. In this paper, some 
Islamic accounting standards by Accounting and Auditing Organization for Islamic Financial 
Institutions (AAOIFI) and Indonesian Institute of Accountants (IAI) are provided to describe 
the nature and practices of Islamic financial reporting and enable the comparison with 
conventional financial reporting.
After the introduction, the second par t explains current conditions of Islamic 
accounting and global challenges for Islamic accounting. Part three tries to reveal equity 
theories in conventional accounting according to some equity theorists while part four 
specifically discusses equity theories in Islamic accounting literature and compare to those 
explained in the preceding chapter. Based on the review in part four, part five attempts to 
answer the research questions, analyzing whether the equity theory discussions mentioned 
in the preceding chapter have addressed the element classification issues. The last part or 
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part six concludes the study with the implications of the finding.
2.　Conventional Accounting and The Challenges for Islamic Accounting
Islam is a religion with the concept of monotheism, also known as tawhid or God’s 
unity and supreme sovereignty (Gambling and Karim, 1991), which is based on revelations 
received by the Prophet Muhammad in the 7th century called Quran. The concept of khalifah 
or vicegerent is then derived from the concept of tawhid, which means that Man is a trustee 
or steward for Allah, the proper name of God in Islam, on this ear th.（1） He has the 
responsibility to manage the resources, including the environment, for the benefit of the 
community and is later accountable for his actions to God (Hamid, Craig, & Clarke, 1993; 
Shawary, 2000; Sulaiman, 2003; Rahman, 2010). 
The second primary material source in Islam, hadits, is a collection of narrative reports 
that embody the model behavior or practices (sunnah) taught by the Prophet Muhammad 
and his companions. Despite the extensive information for sharia from Quran and hadits, in 
this dynamic and changing society, it is necessary to provide secondary sources for sharia, 
which are qiyas (analogical reasoning) and ijma (consensus made by religious scholars) 
(Sharawy, 2000). Therefore, sharia will also be completed by ijma and qiyas, especiall y to 
work out issues peculiar to this modern day and age, including contemporary accounting 
issues.
As the Quran, serves as a basis for all Muslims’ lives, Man has to obey the rules, 
including avoiding activities prohibited in Islam. Quran mentions laws regarding prohibited 
foods and bans the drinking of any alcoholic beverages, and also prohibits activities related 
to riba or interest, gharar or uncertainty, and also gambling (Hamid, et al., 1993; Lewis, 
2001). Those prohibitions should be strictly observed in Muslims’ daily lives, thus affecting 
Muslims’ business activities in where they are not allowed to engage in business involving 
those prohibited activities.
Among all of those prohibited items, riba, which literally means increase, has 
currently become the most discussed topic. Riba arises “from the ability of the wealthy to 
exercise improper pressure, so as to retain the benefits of their wealth, while avoiding the 
duties and losses attached to its ownership” (Gambling & Karim, 1991). As a consequence, 
it is difficult to accept interest-based loans into Islamic business. It is a mistake to put money 
as a commodity since it actually should serve as a medium of transaction. The act of adding 
a specific interest rate or premium to a loan will trouble the needy while the wealthy do not 
have to bear any risks or make much effort to gain more money. Thus, this unfair system 
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could bring wider social inequalities between the needy and the wealthy in society 
(Sulaiman, 2003). Unfortunately, it is widely accepted that time value of money is taken into 
account in conventional financial activities so that capital lent to the customer is repaid and 
compensated by interest. This practice is strictly prohibited under Islamic law and has 
become one of the most important issues in Islamic accounting.
The specific requirements of the Islamic world have been the driving force behind the 
development of Islamic accounting.  Islamic accounting which is based on sharia cannot 
easily harmonize with conventional accounting. The AAOIFI, a non-profit organization based 
in Bahrain, has played a very important role in preparing accounting, governance, and 
ethical standards for IFIs. Currently, accounting standards authorities in some countries 
have also developed Islamic accounting standards focusing on guiding IFI based on 
AAOIFI’s standards and pronouncements. Indonesia, for example, developed its own 
Islamic accounting standards but also refers to AAOIFI’s standards and pronouncements 
for unspecified issues in its standards. 
2.1　IFRS and Islamic Accounting
Fisho-Oridedi (2000) notes that the reappearance of Islamic thinking, as well as 
economic system in the early 1960s happened at the same time as economic nationalism in 
many states in the Persian Gulf where they were trying to reclaim control over their natural 
resources from foreign interests. However, although there was a continued increase in the 
number of Islamic banks in the late 1970s and early 1980s, the changing political climate in 
many Muslim countries had made some IFIs operate without the label of Islam to avoid the 
negative worldview towards Islam at that time (Sharawy, 2000).
The prohibition of interest has especially forced the appearance of IFIs which try not 
to copy financing mechanisms used in conventional banks. As a result, Islamic banks 
mobilize funds through a different mechanism consistent with sharia which involves profit 
or loss sharing or deferred payment methods instead of interest-based loans. IFIs’ 
investments and financing transactions are shown in table 1.
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Table 1　IFIs’Investment and Financing Transactions
Mudaraba
A business partnership between fund providers and entrepreneurs with agreed profit sharing while the 
losses are borne by the fund providers. 
Musaraka
An Islamic joint venture agreement in which each party contributes capital (could also include technical 
expertise) to the project with agreed profit sharing while losses are shared proportionate to the contributed 
capital.
Murabaha
IFIs purchase commodity requested by the customer with an agreed mark-up price; both parties should be 
aware of the original price. 
Salam
A contract to sale or purchase a commodity with immediate payment but delivery of commodity deferred in 
the future.
Istisna
Similar to salam, a contract is made before the commodity comes into an existence, but it involves the 
manufacturing process whereby the purchaser orders from the manufacturer to manufacture a specific 
product. Although it is not a must, payment may be made in advance.
Ijara
It is essentially similar to leasing; IFIs purchase equipment and lease it to the borrower with a fixed fee and 
specific term.
Sources: Gambling and Karim (1991), Pomeranz (1997), AAOIFI (2010)
In recent years, the accounting world has continued to evolve and change. There are 
more than one hundred countries around the world that now require or permit financial 
reporting under IFRS. It is expected that the adoption of IFRS will lead to reducing the cost 
of comparing alternative investments as well as increasing the quality of information.
There are four possible options for Islamic accounting regarding its position to IFRS. 
The first is exclusivity; Islamic transactions are provided with separate standards and l ive 
side by side with their conventional counterparts. The second option is adaptation, where 
IFRS are modified to accommodate Islamic circumstances. In this option, it is possible that 
major modifications to IFRS have to be applied. The third one is convergence where IFRS 
are fine-tuned; both sides work together to achieve harmony. The last option is adoption, 
which can be divided into endorsement and pure adoption. In the option of endorsement, 
certain exemptions are still allowed while pure adoption does not tolerate any exemptions. 
These four options are shown in the figure 1 below.
商研15_SUANDI_ApriliaBeta.indd   253 12/11/10   10:40
Discussions on Equity Theories in Islamic Accounting Literature:
Is There Any Contribution to Work on Classification of Elements? 
— 254 —
Figure 1　The Possible Options for Islamic Accounting
4 Options
Exclusivity
Adaptation
Convergence
Endorsement Certain exemptions are 
allowed/disallowed
IFRS are fine tuned to achieve 
harmony with Islamic Accounting
IFRS are modified to accommodate
Islamic circumstances
All Islamic financial institution
transactions will be recorded by way of
Islamic Accounting
Live side by side with its conventional
counterparts
Applying IFRS with no
exemptionsPure adoption
Adoption
Source: based on Abdullah (2010)
AAOIFI mentions that the objectives of financial accounting and reports are not only 
providing useful financial information to users, but also information about IFIs’ compliance 
with the Islamic principles and Islamic business values. Furthermore, it includes some 
social aspects in the objectives of financial reporting, which are providing “information to 
assist the concerned party in the determination of zakat on the Islamic bank’s funds and the 
purpose for which it will be disbursed” (AAOIFI, p. 17, para 39) and “information about the 
Islamic bank’s discharge of its social responsibilities” (AAOIFI, p. 18, para 42). IAI also 
states the same objectives regarding IFIs’ compliance to sharia and the necessity to provide 
information whether IFIs have fulfilled thei r social function obligations.
Therefore, from the above explanation, it is clear that current western or conventional 
accounting is difficult to be fully adopted to establish accounting acceptable in Islam. IFIs 
differ from their conventional counterparts by having to adhere to Islamic principles and 
rules and also by tr ying to achieve socio-economic objectives encouraged by Islam. 
However, choosing one option over others may result in different consequences.
IFRS do not fully cover characteristics of Islamic financial institution transactions and 
there are definitely areas of Islamic finance that are not adequately covered by global 
standards as Islamic financial transactions are unique compared to conventional ones. The 
shirkah funds, as a result of Islamic investment transactions, are an example in which these 
funds should be reported as liability under IFRS although they do not completely match the 
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characteristics of liability. Hence, the existence of AAOIFI has helped many countries to 
develop Islamic accounting standards for IFIs in their countries. Some countries fully adopt 
AAOIFI standards while others use AAOIFI standards as references in setting local 
standards for IFIs. Although there are still dif ferences in those Islamic accounting 
standards, all of them refer to Islamic law in setting the standards. 
In countries where there are no specific standards for IFIs, thus forcing those 
institutions to follow IFRS or national standards largely based on IFRS, the condition has 
had the effect of “a lack of adequate transparency and comparability of financial statements 
and proper presentation and adequate disclosure to reflect the universal banking nature of 
Islamic banks” (Archer & Karim, 2007, p. 304). Nasir and Zainol (2007) also doubt whether 
it is feasible to create a common accounting language, since IFRS, which is dominated by 
Anglo-American accounting thought and practices, is trying to achieve very economically 
oriented objectives. It is different from Islamic accounting which attempts to comply with 
sharia to achieve socio-economic objectives. On the other hand, it should be noted that 
adopting IFRS may result in improved comparability and foreign mutual ownership 
(DeFond, Hu, Hung, & Li, 2011). IFIs may thus have to bear the consequences of using 
separate standards.
2.2　Element Classification Issues in Islamic Accounting
Although AAOIFI and other Islamic accounting standard setters have been 
consistently trying to improve the Islamic accounting standards, problems still arise. One 
problem to be discussed here is that of classification of elements for certain items found in 
financial statements.
2.2.1　Shirkah Funds
In IFIs, instead of obtaining funds from creditors in the form of conventional loans, 
they commonly cooperate with funds owners who are interested in investing their funds in 
which the IFIs have the right to manage and invest them in accordance with certain policies 
and profit sharing agreements. The relationship be tween IFIs and investors, or owner of 
shirkah funds, is commonly based on an Islamic business agreement.
This contract has created a certain amount of confusion since it creates funds which 
partly share the characteristics of equity and partly those of liabilities (Karim, 2001; IOSCO, 
2004). Bank Syariah Mandiri, one of the biggest Islamic banks in Indonesia, wrote in its 
notes to financial statements (2010):
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“Temporary syirkah（2） funds cannot be classified as liability. This was due to the Bank’s 
lack of any liability to return the funds to the owners when loss occurred, except in the 
event of the Bank’s management negligence or misrepresentation. On the other hand, 
temporary syirkah funds also cannot be classified as equity, because of the existence of 
their maturity period and the depositors do not have the same rights as the shareholder’
s such as voting rights and the rights of realized gain from current assets and other non 
investment accounts” (p. 29).
The note adheres to the accounting standards set by the Indonesian Institute of 
Accountants (IAI). AAOIFI in its Statement of Financial Accounting (SFA) No. 2 about 
Concepts of Financial Accounting for Islamic Banks and Financial Institutions calls the 
similar fund “equity of unrestricted investment”, although it cannot be included in the 
owners’equity.（3） 
Furthermore, it results in a dif ferent accounting or balance sheet equation. The 
widely-known basic accounting equation is:
Total Assets = Total Liabilities + Stockholders’Equity
While in the case of IFIs, the widely-known basic accounting equation cannot be used 
and revised into:
Total Assets = Total Liabilities + Shirkah Funds + Stockholders’Equity
Therefore, balance sheet for IFIs will raise a new element classification as shown in 
figure 2.
Figure 2　Balance Sheet for IFIs 
Properties
Liabilities
Shirkah funds
Stockholders’
Equities
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This confusion will consequently bring forth another problem, i.e. whether the agreed 
profit sharing will be treated similar to expense or distribution. If shirkah funds are classified 
as liability or equity, the classification consequence for the profit sharing will be clear. 
According to the IAI, the agreed profit sharing is reported in income statement as third 
par ties’ share on return on temporar y shirkah funds, as shown in figure 3. This 
classification is also found in AAOIFI standards.（4）    
Figure 3　Income Statement for IFIs
Income
From sales and purchases $..........
From rent .....
From profit sharing .....
Total Income from fund management by bank .....
Third parties’ shares on return on shirkah funds (.....)
Bank’s share .....
Other Operating Income .....
Operating Expenses (.....)
Operating Income (Loss) .....
Non-operating Income and Expenses .....
Net Income before Zakat and Income Tax .....
Zakat （5） (.....)
Income before Income Tax .....
Income Tax (.....)
Net Income $..........
Although the IAI considers this share as allocation of profits (in case of profit) which it 
claims different from an expense, the treatment in income statement is actually similar to an 
expense rather than distribution. Moreover, AAOIFI shows a greater confusion since it calls 
the funds “equity”, although different from owners’ equity, but refuses to treat the profit 
sharing as a distribution. AAOIFI indicates that these funds are “a special class of equity” 
(Mohamed Ibrahim, 2007, p. 7). It also reflects the AAOIFI’s continued use the 
stockholders point of view in the accounting process.
2.2.2　Corporate Zakat
The five pillars of Islam, which consists of shahada, salat, zakat, shawm, and hajj, are 
the foundation of Muslim life. They are practiced consistently by Muslims and therefore 
affect Muslims’daily life and behavior.
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Shahada, the first pillar, is the creed or testimony of conviction for those who have 
faith or believe in the Oneness of God and the finality of the prophet-hood of Muhammad, 
while salat is establishment of the daily prayers. The third is zakat or almsgiving, to the 
needy, at least once in a year, which is followed by the forth pillar, shawm or fasting during 
Ramadhan. The last one is hajj or the pilgrimage to Mecca for those who are physically and 
financially able to do so, which is also a symbol of equality and equity for every Muslim.
Among all of those five pillars of Islam, recently zakat has been discussed more 
intensely in the context of business as it influences the accounting practices of Islamic 
business. Not only individuals, but also companies, are obligated to perform zakat. Muslims 
are obligated to perform zakat once their wealth has met the requirements, which are nisab 
and haul, since in there are some shares which belong to the needy in the wealth they own.（6） 
Nisab is the market value of 85 grams of gold while haul is the possession of the wealth for 
one lunar calendar or 355 days. The rate of zakat is not specifically mentioned in Quran. 
However, according to hadits, it is generally 2.5% of the wealth that has to be levied as zakat.（7） 
This rate could change in the case of specific business activities, such as agriculture or 
mining. Zakat is performed by muzakki or zakat payer and belongs to the poor and needy. It 
goes to specific categories consists of eight groups of people called mustahiq.
Zakat is also the symbol of social justice in the Islamic community by preventing the 
accumulation of wealth in a few hands and assigning it to be more properly distributed 
(Sulaiman, 2003). Literally, zakat means growth, multiplicity, and purifying. In practice, the 
act of giving zakat means setting aside a specific portion of one’s wealth and delivering it to 
the needy in order to purify it and gain Allah’s blessing to make it grow in goodness. 
Abdalati (1996) argues that zakat is not merely a charity, but it has also far-reaching effects. 
In someone’s wealth, there is a share which belongs to the needy. If he surrenders a part 
which does not belong to him, it will result in a clean society, because zakat also purifies 
someone’s heart from selfishness and avarice. However, Islam encourages people to make 
effort for their lives, including having private businesses, but it does not tolerate selfishness 
ad greediness. 
The issue related to classification for zakat is highlighted by Adnan and Abu Bakar 
(2009). They point out that current Islamic standards and guidelines, AAOIFI Financial 
Accounting Standard (FAS) no 9 about zakat and Malaysian Accounting Standards Board 
(MASB) Technical Release i-1 (TR i-1) entitled “Accounting for Zakat on Business”, contain 
mistreatment since both organizations classify zakat as an expense.
Those current accounting standards and guidelines do not offer proper treatment for 
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corporate zakat. Classifying zakat as an expense is against the very substance and spirit of 
zakat itself and cannot reflect the true purpose of zakat. Moreover, they argue that zakat 
should be treated as distribution, since it is basically “an act of transferring back the 
temporarily trusted wealth to the real Owner” (Adnan & Abu Bakar, 2009, p. 40). 
This argument is different from Mohd Nasir and Hassan (2005), who see the corporate 
zakat as more complex issue, depending on who perform zakat in the company; it could be 
the company itself or the company on behalf of the shareholders as individuals. Zakat is an 
expense when it is paid by a corporation, but it should be a distribution when it is performed 
as obligation of the stockholders. In the latter case, the assumption is stockholders are 
individuals (Mohd Nasir and Hassan, 2005).
3．Accounting Point of View: Equity Theories in Conventional 
Accounting
Accounting serves the interest of the party (or parties) it places the focus on. In order 
to provide useful information for the users, as well as maintain consistent treatment for the 
items presented in the financial statement, it is important to decide the accounting point of 
view. The question is whose point of view is it?
Principally, there are two widely known views in corpora te accounting affecting how 
the businesses are managed, which are based on two equity theories: the proprietary and 
entity theories. In the development of theories to provide answers for the question, other 
equity theories, such as the enterprise theor y, which puts more emphasis on social 
consideration, have also gained public attention. In order to understand the usefulness of 
equity theories in Islamic accounting, this part will explain three equity theories which have 
also been discussed in Islamic accounting literature, which are the proprietary, entity, and 
enterprise theories.
3.1　Proprietary Theory
According to this theory, a company owned by some persons or groups is the center of 
interest, and is called the proprietor. Accounting is held to serve the proprietors’ interests 
and the items in the financial statements are treated from the proprietors’, or stockholders’, 
point of view, since proprietors get the ultimate benefits of the business, as well as suffer 
from the failure the most (Rosenfield, 2005).
The notion of proprietorship originally comes from the logic of the exposition of 
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double-entry bookkeeping:
Assets – Liabilities = Stockholders’Equity or Proprietorship
 
From this basic accounting equation, it can be interpreted as all assets of the firm 
belong to the owners or proprietors, and any liabilities are also their obligations. Thus, 
revenues received by the firm are increases of the proprietorship of the firm and, likewise, 
the liabilities born by the firms are decreases of the net proprietary interest in the firm 
(Hendriksen & Breda, 2001).  
Interest, taxes, and other deductions are treated as expenses since they decrease the 
proprietorships; the only distribution is dividend paid to the stockholders. Husband (1954), 
an accounting theorist who favors the proprietary theory, finds that this treatment provides 
logic and consistency in accounting thinking as s tockholders or owners are the ones who 
bear the ultimate risk. He insists that proprietar y theor y “appears to provide a more 
realistic basis for the development of accounting principles, in spite of the fact that it 
encounters an obstacle in the situs of legal title” (Husband, 1934, p. 253).
The proprietary theory is claimed to be best for sole proprietorship and thus when the 
businesses are bigger and more complex, the proprietary concept might be less acceptable. 
However, many of today’s accounting practices are still strongly affected by this concept 
and imply that retained earnings are the net wealth of the stockholders. The comprehensive 
income, which includes all items affecting the net wealth, is one of the accounting practices 
that reflect the influence of the proprietary theory (Hendriksen & Breda, 2001). 
3.2　Entity Theory
Some scholars proposed the entity theory, which pointed out that a company did not 
belong solely to the stockholders. To better understand the entity theory, brief explanations 
of two well-developed entity theories will be presented below. Those theories were proposed 
by Paton (1922) and Anthony (1984).
3.2.1　Paton’s Entity Theory
In 1922, Paton, a very famous entity theorist wrote in his book that the doctrines of 
proprietorship have led to serious error. Paton’s work is one of the most valuable ideas in 
the development of the entity theor y. He is known for his revision of the accounting 
equations, which he claimed as the most logical expression, into:
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Assets = Equities
This equation carries consequences for the treatment of taxes, interests, and 
dividends. Under this theory, costs of sales or expense should exclude any appropriations 
liable to contractual or residual equities and be restricted to the demise of purchased 
structures, commodities and services. Paton’s entity theory recognizes that distribution 
belongs not only to stockholders, but to all equity holders. 
The balance sheet under this theor y will omit the separation of liabilities and 
stockholders’equity and is illustrated in Figure 4, while the income statement is exhibited in 
Figure 5.
Figure 4　Balance Sheet under Paton’s Entity Theory 
Properties Equities
Figure 5　Income Statement under Paton’s Entity Theory  
(only sections after operating net revenue)
Operating Net Revenue $..........
Interest Earned ..... $..........
Fire Loss .....
Net Revenue to All Equities, Before Deducting Taxes $..........
Interest on Mortgage Bonds $..........
Interest on Debentures .....
Interest on Notes ..... .....
$..........
Federal Income and Profit Taxes .....
$..........
Preferred Dividends .....
Net Balance for Common Stock $..........
Common Dividends .....
Undivided Profits $..........
Surplus Balance, Jan 1, 20xx .....
$..........
Reserve for Contingencies .....
Total Unappropriated Surplus, Dec 31, 20xx $..........
Source: Paton (1922)
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3.2.2　Anthony’s Entity Theory
Another interpretation of the entity theory comes from an entity theorist, Anthony 
(1984), who explains that under the entity theory, the entity owns the assets and owes the 
amounts due to outside parties. He proposes three entity sources of funds, which are 
supplied by creditors, stockholders, and that generated by the entity’s own efforts. Funds 
supplied by creditors are liabilities, while funds supplied by stockholders are shareholder 
equity. Those two fund supplies are widely known in current accounting practices while the 
third type is called entity equity. 
The balance sheet reflects the investment and financing of the entity as a whole, and 
thus simplifying the basic accounting equation to:
Assets = Sources of Funds
As a result, the balance sheet under Anthony’s entity theory will look different, as 
shown in Figure 6.
Figure 6　Balance Sheet under Paton’s Entity Theory 
Properties
Sources of Funds
Liabilities
Stockholders’ Equity
Entity’s Equity
This concept is also trying to answer the question from Husband (1954) which casts 
doubt on the consistency of the entity theory since previous entity theory does not explicitly 
provide entity equity or entity’s profit as the bottom line. Anthony’s entity theory tries to 
consistently consider all the constituents as third par ties and the beneficiar y of the 
accounting process is the firm itself. Therefore, in contrast to Paton’s entity theory, it treats 
all taxes, interest, and dividends as expenses.
3.3　Enterprise Theory
The new trend of the social concept of a firm has played an important role in the 
formulation of the enterprise theory, another equity theory which emphasizes the company’s 
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social responsibility. This theory is basically a broader concept of the entity theory. 
Suojanen (1954) first formulated the enterprise theory as he saw that the development 
of the social concept of a firm could have implications for accounting theory and raised the 
necessity of supplementary methods of income reporting, which he called value-added 
statements (see Figure 7). He believes that large corporation or company which legally has 
their own rights could have a more significance meaning other than being merely a term; it 
brings consequences for the company’s corporate social responsibilities and that it has 
equal responsibility, including accountability, to all the parties involved in the company’s 
activities.
Figure 7　Value-Added Statement
Sales $..........
Less: materials, supplies, and service used .....
Value-added $..........
Distribution of value added:
To employees $..........
To providers of capital
Dividends $..........
Interest ..... .....
To government .....
To enterprise for expansion
Profit retained .....
Value-added $..........
Source: Kam (1986)
4．Accounting Point of View: Equity Theories in Islamic Accounting
The discussions of equity theories can also be found in Islamic accounting literature. 
Many Islamic accounting scholars blame on proliferating capitalism thus bring their 
preference for one equity theory over other theories to relieve Islamic accounting from the 
influence of capitalism (Gambling &Karim, 1991; Taheri, 1995, 2005; Triyuwono, 2001, 2003; 
Mulawarman, 2006; Harahap, 2008). They insist that current global accounting standards 
have adopted capitalistic values, which cannot be in line with Islamic values.
Capitalism is endorsed by the concept of secularism where religious af fairs are 
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separate from the state affairs (Abu Sulayman, 1993), which is completely different from the 
Islamic point of view, where religion is part of all everyday affairs. The concept of freedom, 
which is guaranteed by the state, plays a major role in the capitalist ideology. 
This is truly materialistic since capitalism allows one to gain as much wealth as one 
wants to satisfy one’s needs, disregarding the fact that other people in the society may have 
to struggle to live. This system might be the reason for inequality and the currently 
widening social gap and also poverty which in turn has caused the disparities between 
developed and developing countries (Ahmad, 2003). Capitalism and the Islamic economic 
system are indeed different in how money is accumulated and spent, in which the Islamic 
economic system underscores that the wealthier are responsible for the poorer.
4.1　Different Notions of Equity Theories in Islamic Literature
Some Islamic accountant scholars have tried to find the link between Islamic 
accounting and accounting points of view or equity theories. Similar to the debate on 
conventional accounting, Islamic accounting scholars also vary in opinion regarding which 
equity theory is best implemented in Islamic accounting.
Trevor Gambling and Rifaat Ahmed Abdel Karim published a book entitled Business 
and Accounting Ethics in Islam (1991) which made them two of the first leading authors or 
pioneers in contemporary Islamic accounting. Gambling was an active researcher of societal 
accounting and used to be a faculty member at Porthsmouth Polythecnic, UK, while Karim 
used to be a faculty member of Kuwait University and later became the Secretary-General of 
AAOIFI and Islamic Financial Services Board (IFSB). Their first joint article entitled “Islam 
and ‘Societal Accounting’” was published in 1986. 
The book discusses the fundamental aspects of Islamic business, from relations 
between accounting and religion to Islamic perspectives of western accounting theories. In 
some parts of the book, they argue their points using the equity theories, or specifically the 
entity and proprietary theories.
“The entity concept is another basic assumption of conventional Western accounting. 
It views the business organization as an entity separate from its owners. In accounting, 
a number of theories have attempted to describe the relation between the organization 
and its owners. According to the proprietary theory, the firm’s owners are the focus of 
the attention. While a firm is considered by law to be an entity separate from its 
owners, the proprietary theory advocates the view that the firm is an instrument of the 
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owners. The assets of the firm belong to them and its liabilities are their obligations. In 
this context, accounting plays the role of determining the net worth of the owners. 
Hence the importance of balance sheet as a major source of information. . . the nature 
of Islamic enterprise would indicate the use of the proprietary theory, as does the need 
to account for zakat on the value of the stockholders’ share of the corporate assets” 
(Gambling & Karim, 1991, p. 103)
Gambling and Karim propose the proprietar y theor y as the basis of Islamic 
accounting. Their reason of this preference is based on the consideration that only 
individuals, and not entities, are liable to pay zakat, and therefore the wealth should be 
calculated from the viewpoint of owners to find out the value of the assets and determine the 
amount of zakat.
Whether an entity is liable to pay zakat is another long arguable issue. However, many 
Islamic researchers have found that a business entity is liable for zakat, such as Usmani 
(2002), who argues in his paper using a settled principle of the Shafai School, in which a 
joint-ownership company has made zakat payable on the joint-ownership as a whole, 
although one on the members of the joint-ownership may own assets not exceeding the 
nisab. It is similar to Islamic Fiqh Academy decision that zakat is attached to an enterprise as 
a corporate entity (AAOIFI, 2010, p. 294). AAOIFI accommodates this issue and mentions it 
in FAS 9 which was first made effective in 1 January 1999.
The discussion of the equity theory in Gambling and Karim’s book covers only the 
proprietary theory and no explicit arguments leading to the entity theory. It doubts that 
accounting postulates of a business entity is acceptable in Islam, and it actually ended in a 
discussion about this accounting postulates before going on further to discuss the entity 
theory or even equity theory.（8）  
Taheri is another proponent of the proprietary theory for Islamic accounting in an 
article entitled “Basic Principles of an Islamic Economy and Their Effects on Accounting 
Standard Setting” published in 1995 and republished it as a chapter of a book in 2005. He 
argues that since individual, but not entities, are personally responsible for their 
commission or omission in life, Islamic accounting is based on the proprietary theory 
(Taheri, 2005, p. 37).
Moreover, Taheri (2005) also argues that the entity theor y is the cornerstone of 
current British-American accounting and distinguishes the Islamic accounting model from 
the British-American accounting one; the British-American model uses the entity theory, 
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which ignores the social effects, as a theoretical concept while the proprietary concept is 
the basis of the Islamic model. 
In some points, Taheri’s argument is weakened since the primary goal of accounting 
under the proprietary theory is the measurement of profit in a free enterprise society 
(Husband, 1954), which is the grand idea of capitalism. In addition, many Islamic scholars 
have claimed  the weakness of the proprietar y theor y which overemphasizes the 
stockholders’ interest (Mohamed Ibrahim, 2000; Triyuwono 2001; Harahap, 2008). 
However, he also insists that current conventional accounting is based on the entity theory 
and thus ignores the relationship between company and the society, or stakeholders in a 
broader context, and then proposes an idea of value-added statements, which indicates that 
his idea has shifted from the proprietary to enterprise theory.
A different idea came from Baydoun and Willet in 1994, who first delivered the idea of 
value-added statements to replace the income statements, which then inspired many other 
researchers to develop similar ideas. Although the first idea was delivered in 1994, their 
paper was not published in ABACUS until 2000. In this pa per, there is no discussion of the 
accounting point of view, but it does reflect the notion of the enterprise theory.
“In contrast to the focus on the owners of the entity in western financial accounting 
standards, the focus in Islam on the Unity of God, the community and the environment 
demand a form of social accountability rather than the personal accountability found in 
Western societies” (p. 81).
Moreover, after arguing the importance of interaction between companies and the 
society, they propose the value-added statements for Islamic financial reporting, which is 
expected to not only concentrate on dividends but also to promote the issue of fair and 
ethical distribution of a firm’s value added. This statement will stress entity performance 
from a community viewpoint as opposed to focusing on ‘individualistic’ entity performance 
from the viewpoint of the owners and more emphasize on distribution of value-added rather 
than only dividends. 
Being published in an international level journal, their idea spread even wider. One of 
the followers of their idea is a leading Indonesian Islamic accounting researcher, Sofyan 
Syafri Harahap, who completed his master’s degree at the University of Illinois at Chicago 
and his doctoral degree at the University of Adelaide. Harahap wrote a book proposing the 
value-added statement, similar to Baydoun and Willet’s idea. 
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“The newest concept is called the enterprise theory, in which financial accounting 
information presented is focused on all the stakeholders; owners, investors, creditors, 
management, employees, and also society. It has inspired the emergence of social 
economy accounting, value-added accounting, and human resources accounting. This 
concept is more compatible for Islamic accounting and will become more appropriate if 
“God’s longing“ is added instead of merely human’s” (Harahap, 2008, p. 20).（9） 
In his book, he mentions that the proprietary, investor, and entity theories are three 
capitalistic accounting theories, because those theories focus only on specific groups; 
owners, investors or creditors, and management, who manages the entity, respectively. 
Those theories, according to Harahap, represent capitalistic accounting which clash with 
Islamic values. On the contrary, the enterprise theory sees profit as a whole, including 
society or stakeholder participation, instead of only from the individual or owner’s side 
(proprietary theory) or company’s side (entity theory). Different from Taheri (1995, 2005), 
Harahap argues that “a company is a citizen and thus it has to be a good citizen. An unliving 
entity, as well as a living one, is also a mukallaf (one who is competent enough to be 
responsible for religious duties) which has an obligation to Allah” （10） (p. 121). Therefore, a 
company has to benefit both society and stakeholders.
Furthermore, Harahap (2008) also proposes a correction to the balance sheet equation 
for Islamic accounting. He argues that certain social rights belong to the poor people in the 
company’s assets. In the case of emergency, for example, a company has to be willing to 
allow its property to be used for social purposes. Thus, he sugests that:
Assets = Liabilities + Shirkah Funds + Equities + Rights of the Needy
Harahap insists that “Rights of the Needy” in this equation should be designated by 
the government, depending on the socio-economic condition of the country. Although he 
states that his idea uses the concept of enterprise theory, instead of focusing only on income 
statement as conventional enterprise theory, he also revises the accounting equation which 
will directly influence the balance sheet. 
The idea of replacing income statements with value-added statement is also 
aggressively followed by another Islamic accounting researcher from Indonesia,  Triyuwono 
(2001, 2003) who tries to develop the Islamic accounting theory from a philosophical aspect. 
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He proposes the Islamic enterprise theory by adding Islamic values to the conventional 
enterprise theory. In his papers, he proposes the Islamic enterprise theory by overruling 
the entity theory, which he claims is a modern thought with value of capitalism (2001), and 
most of its content is still based on ideological aspects similar to the proprietary theory 
(2003).
“The entity theory does not express itself as an absolute ownership concept, but it still 
continues the preceding theory by emphasizing indefinite accumulation of wealth. 
Individual absolute ownership symbolized by the proprietary theory is not in use 
anymore, rights and obligations of the owners become definite to a company’s wealth. 
As a substitute, a business entity now has the power to utilize its own income and 
wealth, which surely is for the prosperity of the owners” (Triyuwono, 2003, p. 80-81).（11）
Triyuwono subverts the entity theory in favor of the enterprise theory as a superior 
one. He also adds that the entity theory has erased the owner’s social responsibilities, since 
absolute ownership is not placed on its power to realize its wealth, but on the freedom not to 
be involved in ethical or social aspects. Transformation of the focus of attention and wealth 
orientation from owners to business entity is a cover of normative problem of capitalism in 
business. Since the owner is the entity itself, the owner does not have to be burdened by the 
ethical questions about its wealth. The ethical and normative legitimization problems of an 
owner’s wealth are not considered a concern of this concept since owners  are external 
parties or outsiders (Triyuwono, 2003). 
Triyuwono’s way of proposing the enterprise theory is copied by Mulawarman (2006), 
who cites a lot of Triyuwono’s work and insists that current accounting standards, including 
Islamic accounting standards by AAOIFI, have fundamental weakness since they are based 
on the entity theory. Neither Triyuwono nor Mulawarman explain clearly which parts of the 
current accounting standards reflect the practice of the entity theory which is a weakness in 
their articles and book. 
4.2　The Benefits and Limitations of Equity Theories Discussions in Islamic Accounting
All the discussions about equity theories in Islamic accounting literature are basically 
aimed at one thing: drawing attention to company’s responsibilities to the society, either in 
the form of zakat or other social concerns (see Table 2). They also try to release Islamic 
accounting from the influence of capitalism, which have the image of unaware to social and 
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ethical issues. Therefore, Taheri (2005), Triyuwono (2001), and Harahap (2008) insist not to 
use the entity theory as a basis for Islamic accounting. Unfortunately, they fail to explain 
clearly about the entity theor y which they claim to be the product of capitalism. In 
comparison to what have been explained in part three, their understanding about the entity 
theory is limited to what they think as currently used basis for conventional accounting and 
leave either Paton or Anthony’s entity theory unexplored.
Table 2　Islamic Accounting Scholars Preference on Specific Equity Theories
Scholars Preference Reasons Proposal
Gambling & 
Karim (1991)
Proprietary Theory It is necessary to calculate zakat on the 
value of stockholders’share.
-
Baydoun & 
Willet (1994)
(Not explicitly) 
Enterprise Theory
More focus should be placed on the 
social accountability rather than personal 
accountability.
Value-added statement
Taheri (1995, 
2005)
Proprietary Theory 
(Enterprise Theory)
The entity theory is the cornerstone of 
western accounting.
Value-added statement
Triyuwono 
(2001, 2003)
Enterprise Theory The entity theory moves the absolute 
ownership from individuals to business 
entity and makes the owners free from 
ethical and normative legitimation while 
the entity itself will surely works to 
maximize the prosperity of the owners.
Value-added statement
Harahap (2008) Enterprise Theory Other equity theories are capitalistic 
accounting theories; they focus on 
specific groups only.
Value-added statement
Assets = Liabilities + 
Shirkah Funds + Equity + 
Rights of the Needy
Harahap (2008), although he proposes value-added statements, equally tries to look at 
the enterprise theory from  both its positive and negative sides by voicing concerns for the 
limitations of value-added statements as a replacement for income statements. Some of the 
limitations he mentions are (1) not all involved parties are satisfied; there is a possibility of 
more incisive conflict, (2) by using value-added statements, management may want to 
maximize the value-added, which can cause inefficiency, and (3) wrong interpretation of 
value-added can result in misunderstanding, such as increase in value-added is considered 
similar to increase of  profit. More incisive conflict can be caused by different perceptions of 
how value-added is fairly distributed while inefficiency may result from management wrong 
decisions to maximize value-added which can “cost” much bigger value-added distribution 
to specific groups, such as employees. It is also important to notice that increase in value-
added is not similar to increase profit, since it does not always mean an increase on 
distribution for owners or investors.
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It should be remembered that although Islamic financial institution is not merely 
profit-oriented, it is also an institution which tries to make money from its business 
activities. The difference is that Islamic financial institution has to consistently apply sharia 
in its all activities. There is no prohibition against the accumulation of wealth as long as it is 
legally acquired, used in God’s Way, and for the benefit of other people (Rad & Ahsan, 
2000).
In fact, Islam encourages trade and business or commerce, as long as it does not cross 
the prohibited lines.（12） Therefore, information about profitability is no less important than 
in conventional banking, since stakeholders also have an interest in the banks’ future 
sustainability for dif ferent reasons. The accentuation of profit is not supposed to be as 
pronounced as it is in conventional banking, where profit belongs to stockholders only and 
the companies tr y to achieve higher profitability for the sake of stockholders, but 
misunderstanding about value-added and profit could result in erroneous predictions for the 
future of IFIs. Profit reflects the residual amount to be distributed for the investors and be 
retained for companies’ future activities, while total value-added measures the amount to be 
distributed to all stakeholders. In other words, profit is value-added minus the internal costs 
of adding the value.
Yaya (2004) also tries to fairly see the value-added statements fairly in order not to be 
unaware to the potential problems and questions whether the existence of the value-added 
statements could provide significance dif ferent from income statements. This opinion is 
consistent with an experiment conducted in Malaysia by Sulaiman (2001) who compares 
Muslim respondents’ opinions regarding value-added and income statements. The result 
shows that the subjects in the experiment do not have favorability of value-added statements 
over income statements. Although various reasons may be required to explain the reasons 
behind this situation, alternative ideas of reports may be necessary to accommodate the 
Islamic accounting necessity for social responsibility and accountability issues.
Nevertheless, current Islamic accounting literature related to equity theories have shown that 
the enterprise theory has become the main choice among other equity theories by proposing 
the value-added statement for IFIs. It is t rue that the enterprise theory puts greater stress on 
social concern, but this theory is in fact also “less well defined in its scope and application” 
(Hendriksen & Van Breda, 2001, p. 774). The literature highlights the importance of social 
concern as mainly discussed in the history of the enterprise theory, but the weaknesses or 
difficulties in the application are unfortunately not widely discussed. 
Among all the researchers who propose the enterprise theor y with value-added 
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statements as a replacement for income statements, none of them has come with a full 
notion of how the financial statements will be, except a highlight on the value-added 
statement itself. The condition is thus still very much like in conventional accounting; the 
enterprise theory is less well defined compared to the proprietary and entity theories.
5．Discussion and Analysis: Is There Any Potential Answer for 
Classification of Elements? 
This study of accounting points of view attempts to provide a consistent deductive 
basis for all accounting transactions and events, which could be useful in the standard 
setting process. Three equity theories have been explained, i.e. the proprietary, entity, and 
enterprise theories, as well as discussions from the Islamic perspective as expressed in 
Islamic accounting literature.
The proprietary theory provides the most common treatment of items in the financial 
statements. There are no other distributions but dividends or distribution to stockholders, 
since a company is seen from the stockholders’ point of view. It can easily be noted that 
current accounting practices, either conventional or Islamic, adopt this theory for element 
classification.
Dif ferent from the proprietar y theor y, whose proponents have similar opinions 
regarding el ement classification, the proponents of the entity theor y favor dif ferent 
interpretations of how to see the company from the entity perspective and classify the 
accounts. In Paton’s view, all equity suppliers have rights to profit distributions; 
stockholders are not the only beneficiaries of financial statements. On the other hand, 
Anthony tries to place consistency on the entity theory by classifying taxes, interests, and 
dividends as expenses.
The enterprise theory was the latest developed of the three equity theories. Instead of 
arguing about classification of elements in the financial statements, the enterprise theory 
underscores the necessity of additional statements to report the value-added distributions to 
all stakeholders. Therefore, the classification of elements in the main financial statements 
continues to follow the currently used accounting standards.
In Islam, Allah is the owner of ever ything.（13） Therefore, there is no absolute 
ownership since Allah is essentially the Ultimate Owner (Adnan, 1997; Rad & Ahsan, 2000; 
Adnan & Abu Bakar, 2009). The Quran explains that mankind is chosen to be God’s 
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vicegerents or trustees of what is available on earth. Mankind may utilize God’s creations 
on ear th and are encouraged to work and earn wealth for their living. However, this 
privilege should be followed by responsibility of the trusted wealth to spend it in the way of 
God. （14）
This concept of ownership will lead to the explanation of social responsibility in Islam. 
Although Muslims are allowed to have wealth, they are obligated to perform zakat once 
their wealth has met the requirements. Lewis (2001) also adds that the Islamic economic 
system does not allow people to gain wealth by exploiting others. They who are richer 
should have a social responsibility towards the community, so that other people might also 
have the opportunity to live more comfortably. In a broader context, it could be a foundation 
for a clean society and community welfare.
Those social and ethical issues are considered as secondary issues in conventional 
accounting. Hence, responding the first research question, the discussions of equity 
theories in Islamic accounting literature are based on the necessity of accounting theory 
which could accommodate Islamic accounting socio-economic objectives. Since Islamic 
values are contradicted by capitalistic values, the literature argues that their proposed equity 
theories are less acceptable by capitalism.
It is suggested that Islamic accounting scholars were attempting to find an existing 
accounting theory that could be used to develop Islamic accounting theory with more 
emphasis on business ethics and social responsibility, as well as accountability. The majority 
of them came to a similar opinion that adopting the enterprise theory and inserting Islamic 
values into it will result in a new Islamic accounting theory that is more independent from 
capitalist influence. 
Unfortunately, it leads to the answer to the second research question in which the 
discussions of equity theories in Islamic accounting literature have provided almost no 
useful arguments to solve element classification issues in Islamic accounting, which is also 
one of the biggest dif ferences between Islamic accounting and IFRS. Although equity 
theory discussions about classification of elements have been one of the most debatable 
issues in conventional accounting and may benefit similar discussions in Islamic accounting, 
Islamic accounting researchers have not considered using equity theories to solve this 
issue. It may be considered less urgent compared to the necessity to find a more socially 
responsible and ethical accounting theory for IFIs.
The value-added statement actually has similarities to the income statement under 
Paton’s proposal. Although Paton (1922) recognizes that his proposal is still imperfect, his 
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idea consistently treats all right-hand side of the balance sheet as equities and distribution to 
the equity providers are distributions instead of expenses. Current income statements for 
IFIs which include allocation of profit as return on shirkah funds seem to move closer to 
Paton’s income statements. In previously discussed value-added statements for IFIs, it 
remains a question of how consistency will be maintained when the value-added statement is 
set as one of the main financial statements replacing the income statement. 
Anthony’s idea of entity theory was later developed in the area of environmental 
accounting, where Satoh (2004) modified the model and proposed the concept of “gaia 
accounting” that made it possible to recognize the equity, called “gaia equity”, which 
belongs to the environment, on the credit side of a company’s balance sheet, along with the 
liabilities and stockholders’ equity.（15） If a closer look is taken at the wider discussions of 
the entity theory, it could be found that Satoh’s proposal to allocate some portions for 
environmental preser vation has a background stor y similar to that to zakat and have 
similarities to Harahap’s idea of balance sheet equity. Although this kind of claim can be 
debatable, proposals which acknowledge only one specific equity theor y may in fact 
intersect with other equity theories.
6．Concluding Remarks
Although IFIs have played more important roles in global financial business, Islamic 
accounting is still in its infancy stage. Thus, there are still imperfections found in Islamic 
accounting theor y which keeps evolving nowadays. Islamic accounting scholars are 
endeavoring to develop accounting theory which is suitable with Islamic circumstances. 
In the discussions of equity theories in Islamic literature which are expected to 
provide answers for these problems, there is no argument leading to a definite solution for 
inconsistency in Islamic accounting related to classification of elements. All of the 
discussions still focus merely on the topics surrounding ethical and social issues, which are 
considered as secondary issues after profit in conventional accounting. Those discussions 
make an attempt to find a suitable comprehensive theory for Islamic accounting which 
covers ethical and social issues from existing theories in the conventional accounting 
theory, which then lead most of the Islamic accounting scholar to put their preferences on 
the enterprise theory. Nonetheless, although they claim to choose on one equity theory, 
their proposed theories show another inconsistency where they jump from an equity theory 
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to another at their convenience and result in no answer for classification of elements.
They also try to release Islamic accounting from the influence of capitalism, but they 
cannot manage to explain clearly about the entity theory which they claim to be the product 
of capitalism. Interestingly, despite the reluctance to accept the entity theory, similarity 
could be found between the ideas in Is lamic accounting and the entity theor y. Their 
understanding about the entity theory is thus limited to what they think as currently used 
basis for conventional accounting and leave the entity theory unexplored.
The International Accounting Standard Board (IASB) and the Financial Accounting 
Standard Board (FASB) have actually brought back the old debate of entity and proprietary 
theory to the public by proposing to adopt entity perspective as a perspective underlying 
financial reporting in the Discussion Paper, Preliminary Views on an Improved Conceptual 
Framework for Financial Reporting: The Objective of Financial Reporting and Qualitative 
Characteristics of Decision-Useful Financial Repor ting Information. This proposal was 
controversial and resulted in many comment letters received by the Boards by referring to 
the piles of papers or books written by the equity theorists. The Boards, in their final 
version, decided not to use the term entity or proprietary theory, since they found that those 
words had dif ferent meaning to dif ferent people. It shows that discussing about equity 
theories is not a simple task to do since it could lead to different perceptions of each equity 
theory. 
Adopting particular entity theory can result in utterly different financial report. The 
idea of the enterprise theory in Islamic accounting, for example, will remove the existence 
of “profit” in the financial statements. The possible consequences of each equity theory 
should be more thoroughly considered. There are also still a considerable number of ideas 
of equity theories which remain untouched and could not only be a possible solution to 
develop Islamic accounting theory which underlines the importance of ethical and social 
matters, but also consistently use an accounting point of view.  Future research of equity 
theories in Islamic accounting should carefully include the discussions of element 
classification issues to provide a consistent accounting point of view for Islamic accounting 
theory.
【Notes】
（1）  Quran 2:30; 6:165; 51:56; 35:39
（2） Since the word comes from Arabic, the spelling sometimes differs when it is written in alphabet; it can be 
shirkah or syirkah. It also happens to other words, such as syariah or sharia.
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（3） “Equity of unrestricted investment account holders and their equivalent is not considered a liability for the 
purpose of financial accounting. This is because the Islamic bank is not obligated in case of loss to return 
the original amount of funds received from the account holders unless the loss is due to negligence or 
breach of contract. Likewise, equity of unrestricted investment account  holders and their equivalent is not 
considered part of the ownership equity in the Islamic bank since the holders of these accounts and their 
equivalent do not enjoy the same ownership rights, for example voting rights and entitlement to profits 
realized from investing funds provided by current and other non investment accounts. Current accounts 
and other non investment account are guaranteed by owners’ equity and not by the equity of investment 
account holders or their equivalent. This is in accordance with the hadith of the Prophet (may the blessing 
and peace of Allah be upon him) which says “Profit is for that who bears risk”” (AAOIFI (SFA No. 2), 
2010, p. 32, para 29).
（4） AAOIFI uses the term “return on unrestricted investment accounts and their equivalent” for similar 
account.
（5） In Indonesia, IAI has not developed accounting standards for corporate zakat. The reason behind this issue 
is the debate whether an entity, or only individual, is liable to pay zakat. As a result, IAI does not mention 
how zakat is presented in the income statements. Some IFIs which pay zakat follow AAOIFI standards by 
presenting zakat as an item before income tax, but some of them do not explicitely present zakat but 
disclore it as an item in non-operating expenses. 
（6） Quran 2:177, 2:267, 2:273
（7） According to AAOIFI in the FAS 9, “...In the case of the solar calendar the rate of Zakah is increased to 
2.557% instead of 2.5%, as ruled by the Conference of Zakah” (p. 296).
（8） In the area of Islamic accounting, it should be noted that the accounting postulate of a business entity or 
the accounting unit concept was one of debatable issues but has been accepted by the Islamic Fiqh 
(jurisprudence) (AAOIFI, 2010, p. 41), since it has similarities to some Islamic organizations, such as waqf 
(trust foundation), the Mosque, and dar al-mal (treasury). It carries the consequence that Islamic financial 
institutions are considered as accounting units separate from their owners or other parties who have 
provided the financial institutions with funds.
（9） Translated by author
（10） Translated by author
（11） Translated by author
（12） Quran 2:275, “Those who consume interest cannot stand [on the Day of Resurrection] except as one 
stands who is being beaten by Satan into insanity. That is because they say, "Trade is [just] like interest." 
But Allah has permitted trade and has forbidden interest. So whoever has received an admonition from his 
Lord and desists may have what is past, and his affair rests with Allah. But whoever returns to [dealing in 
interest or usury] - those are the companions of the Fire; they will abide eternally therein.”
（13） Quran 3:109, “To Allah belongs all that is in the heavens and on earth: To Him do all questions go back 
(for decision).”
（14） Quran 2:190, 2:195, 9:34
（15） After the stockholders, employees, and other stakeholders received their portions, the rest of it would 
belong to gaia or the environment. However, this is an extreme condition. Generally, stockholders, 
employees, and other stakeholders set aside the share as a claim of entity equity for gaia. This idea came 
because in Japan, some members of Nihon Keidanren created 1% club and regularly donate 1% of their 
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ordinary profit for the society. This organization is voluntary-based (Satoh, 2010).
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